rm T ~T — -y T — ry 

T . P’-iOOL 



T W f 

N - f | 

SMALL BUSINESS ADMINISTRATION 
IMPACTS ON THE 
CONSTRUCTION INDUSTRY 



A Special Research Problem 
Presented to 

The Faculty of the School of Civil Engineering 
Georgia Institute of Technology 

by 

Alan Michael Wironen 

ff 



In Partial Fulfillment 
of the Requirements for the Degree of 
Master of Science in Civil Engineering 



7] t TT' t ‘ 






Dedication 



To Kimberly and Robyn, for their 
understanding and patience. 



Table of Contents 



CHAPTER 1 

INTRODUCTION, OBJECTIVES (5) 

Introduction 

Objectives 

Background 

CHAPTER 2 

HISTORY (10) 

In the beginning 

WWI and The Great Depression 

Post WWII 

The SBA 

The 1960's to the Present 

CHAPTER 3 

THE SMALL BUSINESS ACT 
ANDRELATED LEGISLATION (20) 

The Small Business Act 

SBA Organization 

Relationship with other Agencies 

Small Business Defined 

CHAPTER 4 

SMALL BUSINESS SET-ASIDE PROGRAM (30) 

What is a Small Business Set-Aside 

Set-Aside Defined 

Goals 

Set-Aside Criteria 

Qualification for Set-Aside Contracts . . . 

Award Priority 

Chapter Summary 

CHAPTER 5 

THE 8(a) PROGRAM (45) 

Overview 

The 8(a) Program 

8(a) Contract Identification 

Contractor Qualification 

Contractor Selection 

Contract Award 

CHAPTER 6 

CONSTRUCTION RELATED LOANS AND BONDING (59) 

The SBA Guarantee Loan and Direct Loan . . 

Comparison of SBA Guaranteed and Direct Loans 



Application and Qualification . . . 

Loan Terms 

Uses of SBA Loans 

The SBA Small General Contractor Loan 



5 

7 

8 

1 0 

1 0 

1 3 

1 5 

18 

20 

22 

24 

27 

30 

31 

33 

37 

4 1 

42 

43 

45 

47 

49 

50 

54 

55 

59 

60 

60 

63 

65 

66 



CHAPTER 6 Continued 



SBA Bonding 

Bond Qualifications 

Conditions and Cost 

CHAPTER 7 

SPECIAL LOAN AND BUSINESS ASSISTANCE PROGRAMS (74) 

Discussion 

Loan Programs 

Business Development and Management 

Programs 

SCORE 

Small Business Development Centers 

Small Business Institutes 

CHAPTER 8 

SBA EVALUATION SYSTEM (85) 

Goals and Evaluation 

Scarcity of Data ..... 

Available Data 

SBA Reporting System 

Limitations of SBA Data 

Detailed SBA evaluation 

Summary 

CHAPTER 9 

CONSTRUCTION INDUSTRY TRENDS ( 94 ) 

Discussion 

Growth of the Construction Industry . . . . 



Construction Business Starts 1 

Business Failures 1 

The Fair Share 1 

CHAPTER 10 

PROGRAM ANALYSIS ( 1 2 0 ) 

Background 1 

SBA Program Awareness 1 

8(a) Program Participation and Cost .... 1 

8(a) Contract Bidding and Growth 1 

Title II Contracts 1 



Title II Contract Bidding and Growth .... 1 

CHAPTER 1 1 

CONCLUSIONS AND RECOMMENDATIONS ( 1 32 ) 



Conclusions 1 

Recommendations 1 

Further Research 1 

BIBLIOGRAPHY 1 

APPENDICES 1 



68 

69 

72 

74 

76 

80 

81 

82 

83 

85 

85 

87 

88 

89 

92 

93 

94 

95 

07 

1 1 

1 5 

20 

2 1 

24 

26 

28 

29 

32 

36 

39 

41 

44 



List of Tables 



Construction Industry- 

Standard Industrial Classification Codes 28 

Fiscal Year 1987-1989 

Small Business and Small Disadvantaged Business 
Contracting Goals 35 

Individually Reported Contract Actions 1979-1985 ... 118 

Construction Procurement Share VS. Industry Share . . 119 



List of Figures 



Figure (9.1) Number of Construction Contractors 

in the United States 97 

Figure (9.2) Number of Small Construction Contractors 

in the United States 99 

Figure (9.3) Small General Contracting Firms as a 

% of all General Contractors 100 

Figure (9.4) Number of Small Specialty Contractors 

as a % of all Specialty Contractors ... 101 

Figure (9.5) Number of Small Construction Firms (1972) 

as a % of all Construction Firms 102 

Figure (9.6) Employment by Construction Contractors. ... 1 03 

Figure (9.7) Employment by Small construction 

Contractors as a % of all Construction 
Contractors 106 

Figure (9.8) Employment by Small Construction 
General Contractors as a % of all 
General Contractors 105 

Figure (9.9) Employment by Small Specialty 

Contractors as a % of all Specialty 
Contractors 106 

Figure (9.10) % Employment by Small Construction 

Contractors as a % of all Construction 
Contractors 109 

Figure (9.11) Construction Business Starts 110 

Figure (9.12) Construction Business Failures 112 

Figure (9.13) Construction Business Failures 

by Contractor Type 113 



CHAPTER 1 



INTRODUCTION, OBJECTIVES 



Introduction 



The idea of freedom is basic to our form of government 
and way of life. Our country was founded on this simple idea, 
our military was formed to protect it and our economy runs on 
the principal of free enterprise. As free elections are to 
our governmental system, competition is to our economy. 
Competition is the key to a free enterprise system. When 
competition is lost, the innovations, economy and incentives 
which competition fosters are also lost. 

Competition is the key ingredient for our industrial 
might and the driving force in our economy. Consider for 
example, a company which produces an essential consumer 
product. Without competition, that company could 
indiscriminately raise prices. Any business which attempts 
to market a similar product would be driven out of business. 
Note that without competition the business no longer has an 
incentive to produce improved products, operate the plant 
efficiently, or invest in new product research. On the other 
hand, with competition, the business is forced to improve 
production techniques, utilize state of the art equipment, 
continuously improve its product and introduce new products 
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to the consumer; failure to do so would increase his 
competitors percent of the market. Lack of competition 
impacts much more than just the one company that remains in 
business . 

In a monopoly, higher priced products would use money 
that would have gone to other consumer goods. Eventually, 
businesses not in direct competition with the monopoly would 
also suffer. Unemployment would be driven up, and production 
would decline. This is obviously an extreme case, but it 
serves to illustrate the effect that lack of competition could 
have on the national economy. The economy of our country 
would suffer drastically without competition, but the 
country's very existence would also be threatened. The 
United States has maintained a technological, advanced 
society, which enables us to maintain our political system 
and way of life. This is partly due to the competition among 
the defense contractors to develop new products. For national 
security, the government tries to maintain a broad range of 
competitors. How does this provide national security? It 
ensures that no one company is the producer of any essential 
hardware or piece of equipment; which is only guaranteed 
through free and open competition. 
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The stated goal of the government is to ensure free and 
open competition in the United States markets (SBA,1953). The 
Small Business Administration (SBA), nevertheless, tries to 
promote competition through restricting it, or by providing 
an edge to a particular segment of the industry. 

Through coordinated assistance programs, the SBA 
designates specific items to be purchased only from small 
businesses. They can also award contracts to specific 
minority or socially disadvantaged businesses without 
competition, and provide guarantee loans to businesses. The 
Congress realizes that the United States economy is made up 
of a majority of small businesses which employ over 50% of the 
work force, and produces over 40% of the Gross National 
Product (GNP) (Kleppe, 1974). It is essential that these 
businesses survive and are able to compete with larger 
industry. To ensure competition, the SBA provides the 
previously mentioned "Set-Aside" programs for small 
businesses, government guaranteed loans and training programs. 

Objectives 

It is the purpose of this paper to explore the unique 
opportunities available to the small construction business 
owner, or prospective owner, for gaining a competitive edge 
over his big business rivals, and how the Small Business 
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Administrations policies have affected the industry by 



promoting new construction businesses, making capital 
available for the expansion of existing businesses, and 
providing management assistance and training. 

A summary of the Small Business Act and its amendments 
is presented to provide some background on the authority of 
the Small Business Administration, its organization and 
objectives. A discussion of how effectively the SBA is 
meeting its objectives will be presented along with 
recommended areas of further study. 

Background 

Unlike many areas in the business and construction 
fields, the particular effects the SBA policies have had on 
the construction industry have not been studied. The SBA does 
keep records on loans approved, contracts awarded etc, yet no 
set procedure has been established to record the effects that 
the Administration's policies have on a particular industry's 
failures, costs or the true effectiveness of SBA programs. 



Additionally, very little information has been published 
on construction business starts and failures. Some limited 
statistics on the construction industry have been compiled by 
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the Small Business Administration and Dun and Bradstreet 



Corporation, but the statistics do not address specific 
policy impacts.. Dun and Bradstreet is a private corporation 
which maintains a database of business information, including 
business starts, failures and incorporation. Except for the 
limited information provided by Dun and Bradstreet and that 
obtained from the Small Business Administration database, all 
other information was compiled from interviews, miscellaneous 
publications, local banks, insurance companies, and business 
surveys . 
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CHAPTER 2 



HISTORY 



In the beginning 

At the turn of the century, the American people stood at 
the threshold of industrial opportunity. The industrial 
revolution was just reaching its top speed. As the nation 
stepped into the new century, new ideas in industry, 
technology and science were carried along. 

In the few years after the turn of the century, a flood 
of new inventions flowed out from the small laboratories and 
shops across the country. Aided by a new industrial concept 
... mass production, the new inventions and older essentials 
could be produced quicker and at less cost. Fueled by 
inexpensive, immigrant labor, and with an abundance of raw 
materials, the industrial might of this country grew at a pace 
never imagined. 

WWI and The Great Depression 

During the rebuilding period following World War I, the 
business growth in this country momentarily bogged down. It 
wasn't until the great depression struck, on October 29, 
1929, that the country suffered its first serious business 



crisis. In three years over 10,000 businesses failed, with 
a corresponding loss of over $450,000,000 (Dun and Bradstreet, 

1 962 ) . 

In the years following the stock market crash, the 
business growth rate had not only lost momentum, it had 
reversed itself. During the early days of the depression 
financial institutions were being bankrupt along with many of 
the worlds industrial giants. The financial institutions 
could no longer meet industry’s monetary needs, and they 
themselves were in need of assistance. It was imperative that 
the Federal Government step in to assist, since no other 
institution could fill their needs. 

The Federal Government created the Reconstruction Finance 
Corporation (RFC), in January 1932. The RFC initially only 
provided financial assistance to failing lending institutions. 
Later, the RFC was authorized to provide loans directly, or 
in participation with private lending institutions, to 
businesses of any size. 

In the period prior to World War II, many significant 
events took place which helped shape the economic and 
political development of this country. 



The evolution from an agricultural nation to an 
industrial one required a labor force to build new factories, 
it also needed laborers to work in the newly constructed 
factories. As has been mentioned, an influx of immigrants 
from Europe and Asia provided the needed workers. The United 
States' industries and the immigrants needed each other. 
Without laborers in the factories no goods would be produced, 
alternately, without the factories, the immigrants would have 
no income. In fact, it was the lure of economic and political 
opportunity which attracted the immigrants. Although the 
wages paid by the factories were significantly higher than the 
prevailing wages in the countries the labor force came from, 
it was still only slightly adequate to survive on. This 
situation forced many children, elderly and even the sick to 
work long hours in poor conditions. 

Working conditions were barely tolerable, with poor 
lighting, temperature, noise, sanitation and ventilation. 
Workers could not fight for better conditions without the 
threat of loosing their jobs. The established companies grew 
stronger, while competitors were forced out of business. 

As big business emerged, along with it came the evils of 
economic concentration, monopoly and oligopoly. The forces 
causing the businesses to prosper eventually forced the 
government to take a more active role in the economy. Big 



government began to evolve from a laissez-faire, states rights 
system, to what we have today. The first attempt by the 
Federal Government to control the forces moving the nations 
industries, was the Sherman Anti-Trust Act of 1890 (Chase, 
1974 ) . 

After several failed attempts at unionizing, the labor 
movement was able to gain some concessions from management. 
Changes in the political atmosphere allowed Congress to pass 
effective legislation aimed at regulating business. These 
include the child labor laws, Clayton Act, minimum wage laws 
and several others. These laws served to provide more humane 
working conditions and limited the unfair competition used by 
the established businesses to force competitors into 
bankruptcy. They thus opened the United States to the small 
businessman and entrepreneur. 

Post WWII 



After World War II, historians were able to look back at 
the events, which during the war, contributed to the allied 
army's dominance. Shortly after the attack on Pearl Harbor 
the Japanese must have realized the industrial might of the 
United States. The Japanese had apparently miscalculated the 
period of time it would take this country to recover from the 
devastation of the Pearl Harbor invasion. By the end of 1 942, 



the United States had achieved production rates which 
approached the national production capacity (Faulkner, 1968). 
Our country's ability to convert its industry from that of 
peace time production, and products, to the frenzied 
production of war material, was instrumental in our ability 
to win the war. 

During the war, a large portion of the country's 
industrial might was made up of small businesses. Congress 
was concerned whether small business would be able to obtain 
the credit necessary to expand for war time demands. Congress 
was also worried, whether the economic concentrations caused 
by the increased demand would be disastrous for small business 
if government assistance was not provided. With these 
concerns in mind. Congress passed several pieces of 
legislation, the most significant of which was the Small 
Business Act of 1942, which created the Smaller War Plants 
Corporation ( SWPC ) . The SWPC was to assist small business by 
making loans, certifying capacities and credit, secure 
contracts and subcontracts for the businesses, and lease or 
sell facilities and equipment to small firms. This was the 
first legislation enacted directly aimed at assisting small 
businesses, and was intended to be a temporary agency to be 



terminated at the end of the war. 



Many other laws and programs were created during the war 
and shortly afterward to encourage hiring veterans, creating 
new businesses, and financing the war effort. One of the 
programs was the VA loan program; intended to provide loans 
to veterans for the purpose of starting or expanding a 
business. Because of the size and restrictive nature of the 
loans, virtually all of the loans went to small businesses. 



The SBA 



By 1952, congress had the opinion that the RFC was now 
unable to perform its intended function because of influence 
peddling and political loan making (Senate Committee on 
Banking and Currency, 1953). The RFC was also making loans 
to large businesses. By this time the RFC was so wrought with 
corruption, the Republican party returned to power partly on 
its promise to dismantle the RFC. President Eisenhower's 
administration initiated a study, by leading small business 
advocates, to determine the merits of creating a new "small 
business administration". This study included the review of 
the RFC, SWPC, VA and other programs. These initial programs 
were primarily for providing financial assistance to 
businesses, but the study committee also found that, 



"At the outset it is important to recognize 
that financing is often not the most acute 
problem of small business. Lack of technical 
and administrative knowledge is often more of 
a handicap to small business than its 
difficulty in obtaining credit and capital 
(U.S. Senate, 1953)." 



So, in addition to providing financial assistance to small 
businesses, the new administration would provide counselling, 
training and management assistance. Congress passed the 
"Title II act of 1953" (15 USC chapter 14(a)) which created 
the Small Business Administration (SBA), on July 27, it was 
signed into law on July 30, 1953. This act later became known 
as the "Small Business Act of 1953." Its purpose was to make 
money more available to small businesses and entrepreneurs 
having little collateral or considerable debts. The money was 
provided directly by the Small Business Administration 
performing the function of a lending institution. The SBA was 
also to provide technical and managerial assistance to the 
small firms. 



The rate of failure for small businesses did change 
drastically after the creation of the SBA, and new business 
starts changed from a decreasing trend to an increasing one. 
It is not known if the increased business starts was due to 
the assistance provided by the SBA, or simply because of a 
better business economy. 



In 1958, Congress realized the unnecessary burden and 
conflict with private banking companies, of having the SBA 
loaning money directly to small business concerns. In 
response, the "Small Business Investment Act" was signed into 
law (15 USC 14(b)). The main purpose of this act was to 
remove the SBA from direct involvement in loan transactions. 
To do this, a system of licensing new and existing finance 
companies as, "Small Business Finance Companies" ( SBFC ) , was 
developed. The SBFC's would now be the instrument to carry 
out the policy of the Small Business Investment Act. In 
passing the Small Business Investment Act, Congress Declared 
the Policy to be, 

"to improve and stimulate the national economy 
in general and the small-business segment 
thereof in particular by establishing a 
program to stimulate and supplement the flow 
of private equity capital and long-term loan 
funds which small-business concerns need for 
the sound financing of their business 
operations and for their growth, 
modernization, and which are not in adequate 
supply. ..(15 USC 661 ) . " 

The SBFC's were provided shared capital and were authorized 
to offer loans to qualified small businesses at a rate, and 
term, conducive to business. Loans provided by banks under 
this act proved to be profitable for the lender since they 
involved limited risk, and the terms of the loan gave the 
lender the first option for financing addition debt to the 



small business. 



The 1960's to the Present 



Through the 1960's the Small Business Administration, and 
its guiding legislation, remained significantly unchanged, 
except for two major alterations: The Equal Opportunity Act 

of 1 964 and, Executive Order No. 131971. Title IV of the 
Economic Opportunity Act was to provide loans to low income, 
socially disadvantaged individuals who could not secure credit 
at reasonable rates, for the purpose of establishing a small 
business, in high poverty, high unemployment areas (Chase, 
1974). This new loan program was to be administered by the 
Small Business Administration. The second major event of the 
1960's took place on October 13, 1971, when Executive Order 

No. 131971 was signed by President Nixon. This order stressed 
the importance of section 8(a) of the Small Business Act (15 
USC 6). The executive order recognized that due to economic 
class, or social prejudice, entrepreneurs may not get the 
opportunity to start a business, or compete on an equal basis 
with other firms. To help remedy that problem, the Small 
Business Administration was to reserve contracts, that met 
specific criteria, for award to "socially and economically 
disadvantaged businesses" (15 USC 636). 



After the women's movement of the early 1970’s, Congress 
recognized that a significant portion of the U.S. economy was 
controlled by women owned companies. Executive Order No. 
12138 was signed on May 18, 1979 by President Carter. This 
legislation acknowledged the increasing part women were 
playing in the United States economy, and recognized that 
women are sometimes discriminated against. It allowed the 
women to be recognized as socially disadvantaged, and 
therefore, eligible for set-aside contracts. 

Many amendments to the Small Business Act and Small 
Business Investment Act (15 USC 14 (a) and (b)) have been 
passed since 1979, however, their significance when compared 
to those already discussed, is minor. 



CHAPTER 3 



THE SMALL BUSINESS ACT 
AND 

RELATED LEGISLATION 



The Small Business Act 



Due, in part, to the rate of bankruptcies among small 
businesses in the early 1950's, and an increasing awareness 
of the role of small businesses in the U. S. economy; the 
Congress passed the "Title II act of July 1 953". This act 
later became known as the Small Business Act of 1953 (15 USC 
631). It is this act which eventually established the Small 
Business Administration and set its goals: 



"The essence of the American economic system 
of private enterprise is free competition. 
Only through full and free competition can 
free markets, free entry into business, and 
opportunities for the expression and growth of 
personal initiative and individual judgement 
be assured. The preservation and expansion of 
such competition is basic not only to the 
economic well-being but to the security of 
this Nation. Such security and well-being 
cannot be realized unless the actual and 
potential capacity of small business is 
encouraged and developed. It is the declared 
policy of the Congress that the Government 
should aid, counsel, assist, and protect, 
insofar as is possible, the interests of 
small-business concerns in order to preserve 
free competitive enterprise ... to insure that 
a fair proportion of the total sales of 
Government property be made to such 



20 



enterprises ...( 1 5 USC 631)." 



The Small Business Administration's creation is actually 
authorized under 15 USC section 633 which states. 



"In order to carry out the policies of this 
chapter there is created an agency under the 
name "Small Business Administration" ... under 
the general direction and supervision of the 
President and shall not be affiliated with or 
be within any other agency... The 
administration may establish such branch and 
regional offices ...as may be determined by 
the Administrator..." 



In order to achieve the goals set by the Small Business 
Act, and its later amendments, the SBA was given the authority 
to carry out the intent of the legislation. Ironically, that 
authority includes the power to restrict competition in 
specific circumstances (15 USC 637(a)). 

The SBA has the authority to procure services, as a prime 
contractor for other federal agencies, and subcontract the 
work to minority owned businesses. They may also restrict 
contracts to competition among only small businesses which 
meet specified criteria. Surety bonds and loans may be 
provided to contractors directly by the Small Business 
Administration, or through cooperative agreements with 
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The Small 



qualifying lending and surety institutions'. 

Business Administration has also been given the responsibility 
of providing disaster relief to small businesses, assist 
agriculture related small businesses, socially disadvantaged 
businesses, and other businesses that are not dominant in 
their field. 

SBA Organization 

The Small Business Administration is, as has been stated 
earlier, a large independent government Agency directly under 
the Executive Branch. All of the key SBA official are 
appointed by the President and confirmed by the legislature. 
These official include the Administrator, who reports directly 
to the President, the Chief Counsel for Advocacy and the 
Inspector General. The SBA headquarters in Washington also 
includes the Office of Congressional and Legislative Affairs, 
Public Communications, Management and Administration, 
Comptroller, Information Resources Management, Special 
Programs, Business Development, Finance and Investment, 
Innovation Research and Technology, Procurement Assistance, 
Minority Small Business, Capital Ownership, International 
Trade, and Hearings and Appeals. 



1. The Small and Disadvantaged Business (SDB) program, Small 
Business Set-Aside program, bonding and loan programs will be 
discussed in greater detail in the following chapters. 
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The offices of Business Development, Procurement 
Assistance, Minority Small Business, and Public Communications 
have the most direct contact with the general public. These 
offices are responsible for providing management assistance 
and counsel to small businesses, managing the contract set- 
aside program, Administering the Small and Disadvantaged 
Business program, which includes determining who is, or isn't, 
eligible for the program; and Public Communications office 
which provides the official interface between the general 
public and the administration. Like most Government 
organizations, the SBA has several levels of administration. 

Under the national headquarters of the Small Business 
Administration, the country is broken into 13 regions, with 
their organizations essentially duplicating that of the 
Washington organization. Under each regional office, the SBA 
is broken into geographic districts, usually consisting of a 
single state or territory. These districts also have 
organizations similar to the parent regional office, except, 
the districts do not have a procurement assistance program. 
Procurement assistance is a national program managed at the 
regional level. 
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In addition to the regional and district offices, a 
Procurement Center Representative ( PCR ) is assigned to each 
major federal procurement activity. It is the PCR ' s 
responsibility to assist small businesses in locating business 
opportunities and, through review of purchase requirements, 
restrict purchases to competition among small business firms. 
The PCRs act as a liaison between the procurement centers and 
the SBA , and take the role of small business advocate at the 
local level. 

Each office, location and level, within the Small 
Business Administration, works independently within its 
specialty (e.g. Business Development works independent of the 
Procurement Assistance people, within the same district and 
region), until a problem or specific assistance is required 
of another office (Parker, 1988). 

Relationship with other Agencies 

Since the Small Business Administration is responsible 
for carrying out the government's small business policies, it 
must be able to direct the procurement actions of the other 
federal agencies. The SBA obtained that authority from the 
Small Business Act; 
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"For the purpose of preserving and promoting 
a competitive free enterprise economic system. 
Congress hereby declares that it is the 
continuing policy and responsibility of the 
Federal Government to use all practical means 
and to take such actions as are necessary, 
consistent with its needs and obligations and 
other essential considerations of national 
policy, to implement and coordinate all 
Federal department, agency, and 
instrumentality policies, programs, and 
activities in order to: foster the economic 
interests of small business; insure a 
competitive economic climate conducive to the 
development, growth and expansion of small 
businesses; establish incentives to assure 
that adequate capital and other resources at 
competitive prices are available to small 
business; reduce the concentration of economic 
resources and expand competition; and provide 
an opportunity for entrepreneurship, 
inventiveness, and the creation and growth of 
small business (15 USC 631(a))." 



Through the Federal Acquisition Regulations (FAR) and related 
legislation, (Such as the Defense Federal Acquisition 
Regulations ( DFAR ) and Surface Transportation Act of 1982), 
the Small Business Administration is given specific authority 
to set procurement goals for each federal agency, and regulate 
their contracting actions within the authority of the SBA 
programs. The FAR reads. 



"This part implements the acquisition-related 
sections of the Small Business Act (15 U.S.C. 
631 et seq.), applicable sections of the Armed 
Services Procurement Act (10 U.S.C. 2301 et 
seq.), the Federal Property and Administrative 
Services Act (41 U.S.C. 252), and Executive 
Order 12138, May 18, 1979 (48 CFR 19.000 
( a ) ) . " 
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